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Abstract 

Since 2020, the global spread of the COVID-19 epidemic has caused a great impact on the 
world economy, and the Chinese economy has withstood the big test of the epidemic, 
showing strong resilience and development potential. The two rounds of the epidemic 
first affect China's foreign trade exports. With the recovery of China's economy and the 
spread of overseas epidemics, the impact of the epidemic on the value chain will shift 
from supply to demand, and the phenomenon of asymmetric decline of import and 
export will appear, which makes the trend of China's trade balance change more 
uncertain in the future. This paper makes a short-term statistical analysis and long-term 
development prospect on the impact of COVID-19 epidemic on China's foreign 
investment. It is found that Chinese enterprises and investors will occupy a certain 
competitive advantage in the global digital economy investment market in the long run, 
and significantly increase their global investment share in the later period of the 
epidemic. This paper puts forward some targeted policy suggestions. 
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1. Introduction 

With the development of economic globalization, the space distance has been shortened to a 
great extent. With the close exchanges of trade, capital and personnel, the COVID-19 epidemic 
has spread to the whole world at the pace of globalization, which is the biggest difference 
between this epidemic and any previous public health events in the world. The epidemic has 
had a huge impact on China's economy, with the exception of very few fields such as health care, 
most industries are affected to varying degrees [1]. This paper focuses on the impact of the 
epidemic on China's foreign investment and its future development prospects.  

2. The current situation of China's foreign trade under the background of 
COVID-19 epidemic 

2.1. Foreign trade volume decreased significantly year on year 

Affected by COVID-19 epidemic and other factors, from January to July, 2020, the total import 
and export trade of China was US$ 2,442.6 billion, of which the total import value was 
US$ 11,062, down 5.7% year-on-year, and the total export value was US$ 1,336.3 billion, down 
4.1% year-on-year. In terms of trade mode, processing trade was most seriously affected by 
COVID-19 epidemic. From January to July, the total import value of processing trade was 
US$ 210.5 billion, down 9.1% year-on-year, and the total export value was US$ 363.1 billion, 
down 10.6% year-on-year. It is worth noting that the total import value of other trade was 
US$ 218.2 billion, down 4.4% year on year, while the total export value was US$ 178 billion, up 
4.2% year on year [2-3]. This also means that despite the adverse factors such as the epidemic 
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situation and Sino-US trade friction, China's service trade exports have continued to grow and 
the structure of trade modes has been continuously optimized. 

2.2. Import and export enterprises are blocked from exploring overseas 
markets 

After the outbreak of the COVID-19 epidemic in China, China has received assistance and 
assistance from all countries in the world, and at the same time, it has also been suppressed by 
some countries, such as the United States, using the epidemic to suppress China economically 
and politically. The position of China's foreign trade industry in the global supply chain and 
value chain has been severely impacted, and it is even more difficult for Chinese foreign trade 
enterprises to continue to explore overseas markets. Based on this, the self-confidence of 
China's foreign trade import and export enterprises is obviously damaged. More importantly, if 
the order taking situation of China's foreign trade import and export industry does not improve 
at this stage, it will have a great impact on the overall market operation in the next quarter and 
even the second half of the year [4]. 

2.3. The measures to stabilize foreign trade have achieved remarkable results, 
and the total foreign trade has steadily rebounded 

Since the outbreak of COVID-19, the Chinese government has taken strong measures to control 
the spread of the epidemic. At the same time, some policies have been introduced to stabilize 
foreign trade, promote foreign trade enterprises to resume work and resume production in an 
orderly manner, and help enterprises tide over difficulties. Under the background that the 
global epidemic continues to spread and the international market demand shrinks, the policy 
dividend is gradually released. Since the second quarter of 2020, the growth rate of the total 
import and export volume has been 1.3%, -1.2%, 8.5% and 8.4% respectively, and the total 
import and export volume has gradually picked up, and the year-on-year decline of the import 
and export volume has narrowed. 

 

 
Figure 1. Foreign direct investment in China 

 

The global spread of the COVID-19 epidemic will have a great impact on the world economy 
and will also have a significant impact on China's foreign direct investment (FDI). However, at 
present, the epidemic situation in China has been basically controlled, and the process of 
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returning to work and resuming production has taken the lead in the world. More importantly, 
although cross-border investment will be affected by short-term factors such as epidemics, it 
pays more attention to the market environment and long-term development prospects of 
investment destinations. The prospects and resilience of China's macroeconomic development, 
the continuously improved business environment and the ever-expanding opening up, as well 
as the complete upstream and downstream industrial chains and high-quality factor resources, 
still have multiple attractions for foreign investment [5]. China is still one of the important 
investment destinations for foreign investors. 

In fact, due to the slowdown of globalization in recent years, even before the outbreak, the 
global FDI flow has been declining for four consecutive years. However, in this context, China's 
foreign investment has maintained steady growth, and its share of global FDI has also increased 
to about 10% (Figure 1). Affected by the epidemic in the first quarter of this year, China's FDI 
also declined, down 10.8% year-on-year. However, there were some signs of stabilization in 
March, and the decline was significantly narrower than that in February. With the epidemic 
situation in China basically under control, and taking the lead in the process of returning to 
work and resuming production in the world, the sentiment of foreign investment in China has 
improved significantly compared with that at the peak of the epidemic situation in February. 

3. Characteristics of china's foreign investment under the background of 
COVID-19 epidemic 

3.1. Investment uncertainty of foreign investment 

The epidemic has spread rapidly all over the world, especially in major western countries in 
Europe and America, which has become the focus. The global epidemic has dealt a heavy blow 
to the world economy. With the stagnation of production in different countries under the 
influence of the epidemic, the global production network has been riddled with holes and 
triggered a chain reaction in the world through the global supply chain [7]. 

From the perspective of foreign investment, Chinese enterprises made foreign investment in 
leasing and business services, manufacturing, wholesale and retail, mining, construction and 
other industries in the first half of 2020. Among them, the investment in leasing and business 
services was 19.56 billion US dollars, accounting for 38%; Scientific research and technical 
service industry invested 1.3 billion US dollars, accounting for 2.5%; Manufacturing investment 
is USD 8.17 billion, accounting for 15.9% (Figure 2). 

 

 
Figure 2. Main areas of China's foreign investment in the first half of 2020 
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Due to the local financing difficulties caused by the setback of the real economy, the investment 
in the digital economy industry will decrease, and the valuation of enterprises in the industry 
will also decrease. If China's domestic economy recovers quickly and the function of capital 
transfusion recovers, the late epidemic will be an excellent opportunity for China's foreign 
investment. According to the current development trend, the comprehensive confrontation 
between China and the United States, two big digital economies, will become the normal state 
in the future. In this context, China's investment in the United States will face great uncertainty. 

3.2. Opportunities and challenges 

In the medium and long term, the global spread of the epidemic is a great opportunity for the 
global digital economy investment. Digital economy breaks the traditional time and space 
constraints, which is not only the direction of industrial upgrading under the information 
revolution, but also the moat for countries to resist major epidemics and impacts. According to 
the situation in China, the national hard isolation caused by this epidemic has blocked the 
development environment of traditional economy. 

On the other hand, online activities such as online education, online office, online medical care, 
online entertainment and e-commerce are sought after, which highlights the advantages and 
broad development prospects of digital economy. After this epidemic, the investment demand 
in the digital economy will be further pushed up, and the process of industrial digitalization in 
various economies will also accelerate. 

3.3. Investment in emerging industries 

Green industry has great potential. In recent years, ecological priority and green development 
have become the focus of government work. Although China's environmental protection 
investment is increasing, its proportion in GDP is still low, and its development potential is huge. 
In the latest foreign investment guidelines, green manufacturing, energy conservation and 
environmental protection are the key areas for China to absorb and utilize foreign capital. This 
epidemic has made the whole country pay more attention to the big health industry. Driven by 
medical and health needs and policy dividends, it is expected that the scale of the industry will 
be further upgraded. In recent years, restrictions on foreign investment in medical and health 
industries are also being liberalized. It is believed that with the implementation of the Foreign 
Investment Law, foreign investment in medical and health industries is expected to usher in a 
faster growth in the future. 

4. Risk of China's foreign investment in the context of COVID-19 epidemic 

4.1. Global investment risk rises 

Global sources of instability and risk points have increased. The epidemic has caused economic 
recession, widening gap between rich and poor, soaring unemployment rate, intensifying social 
contradictions, intensifying political conflicts, and rampant extreme nationalism and populism. 
At the end of May 2020, the large-scale anti-racial discrimination protests and riots in the 
United States continued to ferment and spread to many countries in the world, which made the 
international community more turbulent and the risks and uncertainties faced by cross-border 
investment greatly increased. 

Financing becomes more difficult. At present, the focus of domestic financial institutions is to 
cooperate with local governments to fight the epidemic, support key enterprises, and fully 
resume production. After the epidemic, domestic construction projects in new infrastructure, 
people's livelihood security, public health and other fields need a lot of financial support, and 
the financial system is facing greater pressure. In the future, the financing difficulty and cost of 
overseas investment enterprises will increase, and the profit space of investment projects will 
be squeezed, which will further inhibit Chinese enterprises from investing abroad. 
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4.2. Inflation and exchange rate risk 

As the world's major consumer market, China's measures to control the epidemic have 
significantly impacted domestic and overseas consumption, and then triggered domestic 
inflationary pressure. According to the data of the National Bureau of Statistics, in January 2020, 
CPI rose by 5.4% year-on-year and 1.4% month-on-month. China's commodity index rose by 
0.2 percentage points from last month to reach 102.9%, rising to the highest level in nearly ten 
months. Affected by inflation pressure in the first quarter, foreign economic enterprises should 
be alert to the risk of rising inflation, and fully consider the impact of inflation on the economic 
benefits of the project in the process of project feasibility assessment. 

From the perspective of interest rate and exchange rate, in order to alleviate the pressure of 
economic operation, the liquidity released by the central bank's reverse repurchase operation 
has caused the overnight, 7-day and 3-month SHIBOR to decline to varying degrees, and the 
national debt interest rate has also shown a downward trend. According to the interest rate 
parity, the decline of domestic interest rate will trigger the expectation of RMB appreciation, 
and there may be pressure of RMB appreciation in the international market. Enterprises should 
pay attention to avoid foreign currency exchange losses, properly hedge foreign currency 
exchange rate risk exposure and guard against exchange rate fluctuation risks. 

4.3. Labor risk  

Entry restrictions. In most countries and regions, the entry restrictions for Chinese nationals 
mainly include isolation for 14 days, prohibition of entry, refusal of boarding, etc. These 
measures will have a certain impact on projects under construction and new development 
projects. For projects under construction, some Chinese managers or laborers will return to 
China for the Spring Festival, and entry restrictions will prevent them from returning to the 
country where the project is located, affecting the implementation progress of the project or 
factory operation and management; For new development projects, entry restrictions will 
affect the on-site inspection, bidding and negotiation of overseas projects by relevant personnel. 

Labor policy restrictions. At present, no country or region has introduced labor policy 
restrictions. However, overseas investment activities such as setting up factories in greenfield 
investment require a large number of laborers to be present. It is not excluded that the host 
government temporarily introduces labor policies such as reducing labor quotas out of concern 
for the epidemic situation. 

4.4. Legal risk 

Performance risk. Due to the immigration control measures adopted by countries against 
Chinese nationals and the upgrading of import and export inspection and quarantine 
management, some overseas investment project personnel, equipment and materials can not 
smoothly enter the customs clearance, or some overseas engineering contracting project 
owners may refuse contractors to sign subcontracting and equipment supply contracts with 
Chinese subcontractors and suppliers, which ultimately leads to our failure to complete the 
contracts on time. The possibility and influence degree of the performance risk depend on the 
interpretation of force majeure in national laws and the duration of the epidemic.  

Risk of changes in laws and regulations. Overseas investment project host countries may issue 
temporary laws, decrees, regulations or take relevant administrative measures out of concern 
about the epidemic situation and with the development and changes of the epidemic situation 
in the host country. Especially for the project host countries with incomplete legal system, 
Chinese-funded enterprises should be alert to the risk of changes in laws and regulations 
caused by the epidemic situation. 
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5. Countermeasures of china's foreign investment under COVID-19 
epidemic 

5.1. Adjust your own production plan in time 

Facing the current actual market environment, foreign trade enterprises should assess the 
situation, adjust their production plans in time, strengthen the control over the implementation 
of production plans, and ensure that upstream supply and downstream sales are not affected. 
Make full use of the preferential policies given by the government to ensure the continuous 
supply of capital chain. On the premise of ensuring the normal performance of existing orders, 
we will take the initiative to investigate the domestic and international market demand, adjust 
the category and quantity in time according to the market demand, and promote the 
transformation of enterprise market demand to cope with the adjustment of market demand 
structure in the future [4]. 

5.2. Improve fiscal and taxation financial support 

In the financial support policy, the first is to improve the tax policy. In the aspect of avoiding 
double taxation, sort out and update the signed international agreements on avoiding double 
taxation, and expand the scope of application of tax exemption policy; Expand the level of tax 
credit and eliminate the double taxation problem of multi-level overseas investment 
enterprises; Improve the tax concession policy, so that foreign-invested enterprises can really 
benefit from various preferential tax policies of the host country. Second, increase financial 
support. Set up special funds to promote overseas investment, expand the support scope of 
special funds, increase subsidies for enterprise investment projects, and lower the application 
threshold of special funds to support small and medium-sized private enterprises. 

5.3. Improve the service system 

Establish and improve the comprehensive service system, improve the public information 
service platform for foreign investment, and update relevant information in a timely manner. 
During the epidemic period, timely release the host country's entry control measures for 
Chinese personnel and materials, epidemic prevention and control information, trade and 
investment policy adjustment with China, enterprise support policies and other information. 
Establish a rapid response mechanism for overseas epidemic response, timely understand and 
solve the difficulties and problems encountered by overseas investment enterprises, and 
establish a contact system for key enterprises and projects. Support CCPIT and various 
chambers of commerce to issue factual proof of force majeure for enterprises to fail to perform 
on time due to epidemic situation. 

6. Summary 

Under the COVID-19 epidemic, first of all, if countries around the world take active preventive 
measures, the impact of the epidemic on international trade will be short-term, local and 
controllable, but if the major foreign trade countries in the world take ineffective measures, it 
will have a more prominent impact on international trade and may lead to economic crisis. In 
the case of stagnation or even retrogression of globalization, regional cooperation will become 
the mainstream, and related enterprises should also pay attention to diversifying investment 
areas and pay more attention to investment opportunities in Europe and East Asia; At the same 
time, we should promote the interaction and integration between advanced manufacturing and 
knowledge-intensive producer services, build a high-quality and efficient regional service 
system around the entity manufacturing cluster, enhance the synergy between export-oriented 
enterprises and domestic enterprises, reduce various institutional costs, build a platform for 
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cooperation between production, education and research, and promote the spillover of 
innovative technologies and knowledge among departments.  
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